which the expected value of the payoff is greater than the cost of entering the game, while risk seekers are willing to play in situations where the expectation is that they will lose.
Economists assume that people are generally risk averse. It makes pretty good sense. Indeed, why would anybody actually choose to be a risk seeker, that is, to be a loser? Economic theorists are confident enough on this point to build it into the foundations of mathematical economics, both micro and macro. Only one concession is made at the margin: Most of the time it's okay to be risk neutral, that is, to sit on the fence between averting and seeking.
Economic models characterize the states of individuals (households and firms) in terms of utility functions. They have concocted such functions to deal with risk and have found that a considerable amount of complexity is involved in getting logically clean theories. Two utility theories have emerged, depending on how the environment of risk is characterized. However, the above account is adequate for our purposes. 2
A Clutch of Crazies?
Economists have been quite adept at finding ways to explain many apparent violations of the Homo economicus assumption in terms consistent with the material self-interest of the individual. The assumption of predominantly risk-aversive behavior poses a similar kind of problem. Here are a few examples of what appear prima facie to be violations. Because of the subjective nature of utility there is no proof that any of these examples really do constitute deliberate risk seeking, but the plausibility does seem to be there.
Our example above refers to gambling, and it looks very like the situation, say, of gamblers in Las Vegas who in the casinos are all paying to play. There is a lot of talk among them about winning and schemes for beating the odds, indicating that they like the occasional winning night more than they dislike the more-frequent losing ones. And they keep coming back. Casino gambling has been a growth industry for decades in the United States with historically famous gaming halls abroad serving as the major industries in such dispersed sites as Monaco and Macau.
Risk-seeking behavior goes a bit further than that. As Jack London's Wolf Larsen put it, "Man is a natural gambler, and life is the biggest stake he can lay. " 3 There are sports from mountain climbing to car and motorcycle racing where the participants' lives are being staked in a game, and in many of those games there is very little monetary reward for most of the participants. Volunteer soldiers in time of war are risking their lives for at best a very modest material return. There have been times and places, such
